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AMENDMENT TO THE FEDERAL RESERVE ACT 


JuNE 2, 1952.—Ordered to be printed 


submitted the following 


REPORT 


[To accompany H. R. 6909] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 6909) to amend section 14 (b) of the Federal Reserve 


Act, as amended, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


GENERAL STATEMENT 


The Federal Reserve banks have authority under existing law to 
buy directly from the Treasury, rather than in the open market, direct 
obligations of the United States, or obligations fully gu: sranteed by the 
United States, in an amount not to exceed $5 billion held at any one 
time. The Federal Reserve banks had such authority without limi- 
tations on holdings from 1913 to 1935. Temporary authority was 
provided by the Second War Powers Act of 1942, which authority was 
extended by the Congress in 1944, 1945, 1946, 1947, and 1950. Under 
the terms of the present law the authority will expire on June 30, 
1952. 

The direct purchase authority furnishes the Treasury an important 
instrument for smoothing out the effect of short-run peaks in Treasury 
cash receipts and disbursements so that the disturbing effect of their 
flow through the banking system may be held toa minimum. During 
concentrated tax-collection periods it is the practice of the Treasury 
to let its balances at the Federal Reserve banks fall to relatively low 
levels immediately prior to the time tax rece ipts begin to be received. 
By the use of the direct purchase authority the Treasury avoids with- 
drawals from Treasury deposit accounts with its commercial bank 
depositories at a time when they would exert pressure on the reserves 
of such banks in addition to that occasioned by withdrawals made by 
other depositors for tax-payment purposes. 

In addition, lacking the direct purchase authority, the Treasury 
would have to maintain larger cash balances than is now the case in 
order to be in a position to meet any unanticipated redemptions of 
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public-debt obligations payable on demand and without notice at the 
option of the owner, or other large cash outlays of which the Treasury 
had not received previous notice. Your committee is informed that 
an increase in the amount of cash held for these payments would 
entail a higher amount of outstanding public debt. While the 
authority is used only occasionally, it is apparent that the direct 
purchase authority represents an essential fiscal mechanism to the 
Treasury in handling distribution and utilization of its cash balances 
and in holding them to a minimum. 

The Treasury Department and the Board of Governors of the 
Federal Reserve System both recommend that the authority be made 
permanent; but your committee feels that such authority and the 
utilization of this authority should be subject to periodic review and 
that, therefore, the authority should be granted for a period of 2 
years. At the end of this time the Treasury Department will report 
on the operation of the direct purchase authority when a request is 
made for a renewal of the authority. 

Your committee urges approval of this measure. 


Direct purchase authority holdings of special short-term Treasury certificates by the 
Federal Reserve banks, 1942 to present 


1942: 1943—Continued 
SMM EMR so or SS $58, 000, 000 POMP Bees ae aets $104, 000, 000 
nn Bas 8s ee 70, 000, 000 Me es ess 40, 000, 000 
SO BO. 4. Seuss 47, 000, 000 COME Bs aed a ue 805, 000, 000 
ome ee oa 34, 000, 000 WO TI eek : 659, 000, 000 
SUG Be. we ok 94, 000, 000 ee a oe 350, 000, 000 
Sept. 15... - <x 324, 000, 000 wee te ola a2 256, 000, 000 
Sept. 16__- 5: 189, 000, 000 June 19__........ 212,000, 000 
ORE kk ak 286, 000, 000 June 20. ne agree 212, 000, 000 
Sept. 18 ies 76, 000, 000 Sept. 8__- ‘ 11, 000, 000 
Sept. 19 aaa 53, 000, 000 a Welw ie ta 126, 000, 000 
ON Bae os a ee 139, 000, 000 Sept. 10__-_- oe 243, 000, 000 
Nov. 28.__- He 329, 000, 000 WB RE ee a 246, 000, 000 
POV Figs oe ek 422, 000, 000 Bet Sa cucu 246, 000, 000 
RP ES Sie Ss ce 98, 000, 000 mit. BOs. sa 214, 000, 000 
Dec. 10. _. ah 16, 000, 000 PN. SEs Gee onae 179, 000, 000 
Pe MES 145, 000, 000 AG | ERAS Tee 424, 000, 000 

1943: Sept. 16... - . 5 258, 000, 000 
wee, BR ise: PAA, Coe, oe t teeee b eok so None 
PS oo 202, 000, 000 | 1945: 
DO Mi ca ay 3, 000, 000 ee eR ses te 4, 000, 000 
ON Sp ae 174, 000, 000 Dec. -4_ _- . 107, 000, 000 
Pree Os22. see 354, 000, 000 Dec. 5... ee ae 318, 000, 000 
weet Gee tes 543, 000, 000 Dec. 6__- Pee 374, 000, 000 
SS Se Ee ort 591, 000, 000 SOO Foe Ra e 484, 000, 000 
Mar. 9 igs 648, 000, 000 en. 3. .< Ss ss 484, 000, 000 
Mar. 10. a 632, 000, 000 Ee. BO 202, 000, 000 
DOM See Cee es 7 CO ee 1 8ONO 6k cee kets as None 
Mar. 12 bes 940, 000, 000 | 1947___ oe ae t. pee None 
Mar. 13 r rp L O68: DOU. Wa t BGG. a ve oes codecs None 
Meee BG ges 1, 302, 000, 000 | 1949: 
Mat, 10. =. 1, 250, 000, 000 June 15....-- . 220, 000, 000 
Mar. 17_-_- 981, 000, 000 June 16_- : 127, 000, 000 
Mar. 18 ie 836, 000, 000 | 1950: 
ee BOs iia 778, 000, 000 Be, Rs te oe 108, 000, 000 
Mar. 20 : ; 768, 000, 000 June 15_- see x 105, 000, 000 
Mar. 22.__. ; 603, 000, 000 | 1951: ‘ 
Mar. 23_.-- re 700, 000, 000 eee fe ck ce 5 100, 000, 000 
Mar. 24... 512, 000, 000 BO Ris occ cds 320, 000, 000 
SO Se | ie ee 432, 000, 000 | 1952: 
a ities 384, 000, 000 eR en 55, 000, 000 


PEM Bienes econ 304, 000, 000 PO Tae nan oan 22, 000, 000 
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CHANGES IN EXISTING LAW IN COMPLIANCE WITH THE CORDON RULE 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman). 


Proviso In Section 14 (8) oF FeprpRAL Reserve Act as AMENDED 


That notwithstanding any other provision of this Act, (1) until [July 1, 1952 
July 1, 1954, any bonds, notes, or other obligations which are direct obligations 
of the United States or which are fully guaranteed by the United States as to 
principal and interest may be bought and sold without regard to maturities 
either in the open market or directly from or to the United States; but all such 
purchases and sales shall be made in accordance with the provisions of section 
12A of this Act and the aggregate amount of such obligations acquired directly 
from the United States which is held at any one time by the twelve Federal 
Reserve Banks shall not exceed $5,000,000,000; and (2) after [June 30, 1952] 
June 30, 1952, any bonds, notes, or other obligations which are direct obliga- 
tions of the United States or which are fully guaranteed by the United States 
as to principal and interest may be bought and sold without regard to maturi- 
ties but only in the open market. The Board of Governors of the Federal 
Reserve System shall include in their annual report to Congress detailed informa- 
tion with respect to direct purchases and sales from or to the United States under 
the provisions of the preceding proviso. 


O 





